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ABSTRAGT

This papér is_expldring ﬁhe ru1ation3hip betwéen capital flowg,
spocifidally foreignvoaﬁital_inflbwa on the one hond, and domestic and
foreign poliéy on the other. It is argued that the role of foreign
oapital in_the,undcrdevoiopea econ&my is a function of public policy
whiéh, %o o large extont, is detornined by the oldﬂé character and
idool&giéal origntaﬁiQn of the staté,: Thormethédology ig based on o
historioszl exaninqtian of_ﬁho aémesﬁic'and foreign policies of v@rious
' _Jdmﬁican gévérnﬁenta fron 1962,_7These pol&cies are then_reiated to the
role of forelgn capitai'in_i“GOCOhoﬁy. During the 1972~1976 puriod,
“doneatic policy bbjectively oob ﬁhe:terms,forrthé function of capital
'rinfldwa in the-daﬁaiéaﬁ,ecbnom.?‘-Ebwevurg thot ﬁuncﬁion wag congtrained
by o combinotion of internal and e#ternal factors which cnerged after
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I.  INTRODUGTION

As qﬁite a few political ascientigts have ﬁrgued,1 tﬁere is need fox
greater integy tion of the”poli%iéél énd aconomic aebdcts of international
:cela.tidns;'_ Capitall‘flbévs ha*\‘re hithérfb been analysed within the realm of
internafional economiqég; whereas government ﬁolicy, and especially foreign
policy, has Bgen confined to the ares of {international) poiities. To.
unﬁerstand gome of the comﬁlekities ﬁhat have developed in thé international
aystem, 1% is neceséaiy to ado@t a poliﬁioél approach tq'thé gtudy of in%ér-
national economic relatibﬁsu Even-at the domestié'lével, it is meaningless
o divorce gconomic analysis from7poli{ical analysis,

Tn this paper we are c;“cgrned mainly with thé_political effects
df certain in%e:national economic relationships such ag, how have Jamaican
démestic and foreign policies been influenced by the country's dependence
on éxternal financing. Alternatively, in what_way haé the pattern of foreign-
_capitél infléﬁa been affected by fhe puisuit of certaiq_domestic and Fforelgn
policies. |

To examine'meahingfully the interdetion,between thege two setg of
variables vhat is néedéd is a 'political ecqnomy'-framework.' Wnile this
can be interpreted. essentially as 'the inferaction of politics and'economics'a
‘we need to_gbrfurfhér énd identify'a.meéhanism through which we can synthesise
the political and écdnomic approéches to the study of dapital flowdg., Ve
cbnsidef the moét appropriate mécﬁanism_tq be the atate whose role atvfhe
domestic level and whoge relaﬁioné at the‘in%ernationalrlevel provide the

3

point of departure for the study of the political economy of capital flows.
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In oui 'role -of the staté' approach we conceive of the state as
a mechanism compriging several arms - such a8 government,bﬁreaucracy‘and
_judiciary. Its‘role-isra,function of both conflidt and congensus between
various biassésréndrgroﬁps wiﬁhiﬁrthe national asymtem, State‘polioies;
then, veflect not only the interests of dominant classes but also the
étruggle-between olassesﬁénd in%erest groups, These policies are aiso
affected by externai factors such as foreign capital, trade and so-on.
Tor a Third Wﬁrld country such as ﬁémaica, the role of the state, as re-
flected in gdvernﬁeﬁf_folicy, can be most meaningfuily analysed in relation
to the pursuit of economic development. What we érertherefore dolng in this
sgtudy is to examine the interfelationship betwaen capital flows and official
policy and their effecté_on the role of the Jamaican'siate within the context

of economic development.,

Role of Foreign'Capi#al in the FProovesg of Foonomic Development

The process of caﬁital accumulation has been (and still is) con-
gldered to be the centralrféctorMin economic groﬁth and development,
Capitalrhas however beén oonéeived esgentially as a factor of pfoduc%ion
and a scarce one at %hét inlunderdeveloped economies, The main task for
déveloping countries was therefore to mobilise ﬁdth domestic and foreign
capital for the pﬁrpose of generatingrlevels of investment which would allow
these countries to 'fake off into selfnsustaininé g:thh'; Tﬁis ig a wvery
mechanistic way of viéwihg growth and &evelopmentg_ a gueation of manipulating
the variables, sa#ings and iﬁvestment,'in an equation which links the rate
of growth ‘to the.?afe of national savings. What has been overlooked, or
assumed to be infini%ely elasgstic, are the other factors in the produciion

process as well as non-economic and eapecially political factors.,
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The neo-élassical.view of economic gﬁowth aﬁd develoﬁmenﬁ has gigni-
ficantly influenced development policies in the Third World ind has'pfovidéd
the rationale for thé trangfer of resgources from the develoﬁed to the develop~
ing cowvnitries, iForeign reéource'inflows are seen as one way of filling a
’savingé-inVestmenti gap ox the g%p between the amount of invesgtment needed
for some ﬁargeted_output and‘ﬁhe amount of domestic resowrces available for
guch investment,r These inflows can also theoretically £1ll a 'foreign-
exchange'! gap whexe'growth ig hindered ﬁy the inability to finance import
requiremehtg:from eﬁpprtrearningss But solé emphasis on increasing
.savings and inveatﬁent and hencé“output through foreignrcapital inflows ig
iﬁade@uate for uhderstanding the actual process in underdeveloped economies.
We need to paj_attentidn to tho strﬁcfure—of the economy, the nature of
foreignrcaﬁital inflows thgmaelves and the policles of government before
we can meaningfully assess-the role of foreign capitai in the process of
economic_developmént,._

The Rostovian thesis posits a causal relationship between growth
of capital and grovth oﬁ output. But historical experience has shown that,
with the exoepiion of specific ingtances of high growth rates, developing
countries oﬁ_the whole have not been able to ‘industrialise and/or to main-
tain éignifibant levels of growth. ‘“We consider public policy to be crucial
in determining the directibn that development will take given a certain‘
level of investment. |

_ We-are thereforerarguing that gtructural economio!change in the
undeﬁdevéloped eﬁbnoﬁy,ié'&-function of state policy ~ both domeagtic and
foreign policy e'which ié'primarily determined by thé clags fonfiguration
in the socleby andisecandarilyrby.the‘in%ernationalrpolitiéalrand‘economic

environments, Economic growth and develcopment sre also a funotion of
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. capital inflows. The resultant interrelationship between these variablés
should provide insighfs into an important asyécﬁ of the development-process
in underdeveloped Qconomies. | |

W§ will.setrthe con%ext for examnining the relationghip between
-ubagéﬁal floﬁs and éuﬁlic policy during the TO'é by looking at the nature
of thé Jamaican eoonomy;and the type of policies pursued prioxr o the change

of government in 1972,

II, UATURE OF THE JAMATCAN TCONOMY

TherJamaican economy can best be described as s peripheral ocapital-
ist economy whoée gtructure wasg determined firstly by colonial capitalism and
gecondly by neo-colonial economic policies during the fifties and early
sixties, Production of a few pwrimexy commodltles - mainly sugar and bau31te/
sluming - -Mﬂﬂ geared for the external markeu while domestic demand was
satiafied_mainly through the importation of goods and services., The
"economy's dependence on external trade can be seem from the magnitude of
the latter's contribution to the GDP. 'This averaged between 70 and 80 per-

cent frqm the six{ies to the mid-seventies.

While we do not have-the kind'of data that would permit a class
Vanalysis‘of Jamailcan society, we can roughly souge the socio~economic gitnam

tion.frﬁm a ou;sbry glance at the ownefshiprsfructure of the Jamaican
econoﬁy over time.

_Prior to the Second World War, Jamaica wag dependent mainly on agri-
" eultural production or sugar ‘to be more specific, and thia activity was
rmainly in the hén@s of non-Jamaican owners. Agricui%uré’s contrivution to
the GDP ﬁas over 40 percent while the sector accounted for the employment

of 45 percent of the Jamaican labour force.



e

With the developmenf of bauxi%e/alﬁmina, tourism and manufacturing
in ‘the post—war,pefiod'the production structure became somewhat diversified
although ownership was stillréonceﬁtrated in foreigﬁ hands - North Ameriban
in confrdst to ﬁhé monqpoiy bj British sugar concerns in the colonial period.
_ The Manufactﬁring'Seotor's contribution to the GDP increased from
J2.4 ﬁillion in 193é to J#15.8 million in 1950, The mining sector,
.domihated bj bauxite/alumina operatioﬁs; contributed as much as J§5.2 m.
in '19555 Or_7.8% of GDP (at constant prices) in 1959, Tourism expanded
gsignificantly iniﬁhe pbstéwar‘periodg to a large exteﬁtras an outgrowth
of the bananﬁ tradea ,The gsector is subsumed under services which hés been
the largest contributor to the GDP. In 1959, Services, excludiﬁg Publiec
Administratiqn, contribﬁted 18% of the GOP at constant prices, -

The malient feature of the fifties is the emergence and growth of
mining (bauxite/alumina) -tourism, and-to a lesser extent, manufacturing
2,8 signifioanf foreign exchange ea?ners. Although most-of the economy was
COntrélled by'foreigﬁ intereats especially in mining and tourism - the
mining sector was dominated by foreign BICT's and most of the hotels were
foreigﬁ ommed - a‘Significant local capitaliét“ciass emerged in manufacturing
and disfribution due in_part to incentives offered under the-industrialisatioﬁ
programme of the 5018 and 60's.

| -Thié class, made up of the ethnic groups Jews, Syrians, Chinese, and
local white had originally been engagedrin sﬁgar blanting and the diatriﬁu«
:tive trade but came into-prominence‘iﬁ the industrial sector with the
establishment of incentive legislation during the 50's. MNost of the
corporate economy was owned androontrolled by this group, in some cases in
ﬁartnership with foreign enterprises.6 ¥hat we have then was an ecounomy

cwith limited diversification, -med and controlled by a small group cousisting
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mednly of fdreign bourgeoisie supportéd bj'lbcdl oopitoliste. At the same
time moat of the population was employed in agriéulture and the services or
f£illed the ranks of the unemplojeda R

o The economy wdé dependenf’for its foreign exchange on export earnings
and caﬁital inflows.- Lt the beginning of the 1950fs, agricultural products
accounted for about 90% of the value of all visible exports and about (67%)

T

of the valﬁe-of total expoxrts.' With the growth of mining, menufacituring
and servicg indusgtries, agripulture's contribution to output declined conw
siderablj up to the early 1970!'s. Bouxite aﬁd alumina hecamne significant
foreign exchange earners being responsible for 49.5% of the total value of
expprts by 1968, Exports of manufactures also rose considerably., These
goods represented 9.1% of total exports in 1968 as against 4.4% in 1956.8
The‘fain trading pariners were the UK, VUS.L and Canada. |

Degpite economic divergification, unemployment has remsined a major
problem in the sooiety.r Between 1953 and 1960 real output grew at 8.1
percent per annum.while empl oyment increaaed by only 1.1 percent per annum.9
Unemployment decreased from 25,1% of the labour force in 1943 to 13.5% of the
labour force in 1960. flthough the growth of manufaotﬁring and services
led to an increase in employment this was not the real cause of the rate's
deoline in 1960 ag the labour foroe had been expanding due to population
growth. Rather, heavy emigration during the period 'depressed the growth
of +the labour foroe'.jo |

The Jamaican economy hasg been developing along capitalist lines butb
because of the nature of that development -~ slow and uneven - and the ties

that existed with external capitalism, pre-capitalist relations not only

persigted but expandéd over the years, This was due mainly to the inability
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of the new ’inng£ria11-sector to absorb -the growing labour force, Thus
petty'tiaaing and doméstio gervices have increased coﬁsiderably.

State inﬁervention‘in=ﬁhe econbmy has been minimal and confined
essentially to a regulatory funciion. This‘wés in keeping with colonial
policies which favoured regulatory agencies fo guarantee internal capitalism
dnd‘marketing boards to guorantee the relationship and satisfy the needs of

external capitalism,

III. POLICINS OF TH POST-ILDIPLIDENCE PL:I0D, 1962-1972

Domegtic Policies

Governments have always been concerned with the problemr of proﬁotiggr
gimul taneously economic growth and dévelopment.r The government of the pogi-
independence period felt it could achieve this by undertaking the following
taskéa | -

1, increaging the productivity in existing industries
2 ﬁiﬁersifying the economy by prometing industrialisation

2 inoreasingﬂemploymemt

4. increasging the foreign exchange eafnings of the coﬁntry.

These would hbwefer be carrieé out within the framework of the private
‘ehterpriaé pystem, |

-'The governmentfé view of economic development was basicglly‘in ‘the
neo-clagsical economic traditidn and in line with tﬁe ontlook of international
agencies guch as the International Hone tary Fund (IuF) and the World Bank
-(IBRb). The growth and‘deve;opment of'traditional-inéustries and manuface
tures were to be qarriéd 6ut'by private initistive and, in the case of Third
Wor1d c0untries guch ag Jamailca, by;foreignrcapital which supplementsa scarce

" domestio capital,
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Government;s role in tﬁe development process ﬁas;to provide basic
infrastructufe and, incentivesto‘foieign capitaliste, and to undertake
projeﬁts in the public sector to relieve the pfbblem of unemployment ag a
short-term meaéure. fnd the mechanigms o be uséd‘for influencing the
8CONOMmy woulﬁrbe 'figcal, monetary and other devices!, Governmént, therefore,
would be performing = purély regulatory function, similar to that in
advanced capitalist countriea. It was not that socialist economilc prganisa~
tion was complétély overlooked or rejected, but the goverument pointed to
the 'physical'bottienecks and adninigtrative inefficiency! which congtrain
~ the achievement of céntral blanning,11 | |

The previouns government ('5?~'61) had recognised the limitation of
planning given & small public sector, but madé no effort to increase the
role of the state mainiy'on aécount of itg desirve to attrac%.foreign
éapita1,12 Thua, even infrastructural activify wag wndertaken by private
enterprise; all of the utiliﬁies,'exceﬁting the Jamaics Railway and‘the
Water Commission were owned and operated by foreign Investors,

These policies all resultgd,from gofernmant’s ﬁerception ‘that
domestic capital was inadequate; and capital”ﬁeing considered the most
iﬁporﬁant factor of p:oduc%ion, it wen necessary to create the climate
that would encourage industrial'developmént by foreign private investors.
imphagls wag placed on manufaqturing because foréign investmént tended to
concentrate on primary,producing‘activities that were geared toward export -
sugar, bauxite/alumina.. Thug, in the 1950'e, incentive legislation was-
passeéd to promote an indusgtrislisation prégramme, naucly the Pioneer Industries
Law etc.

The main effect of +he policy wag a gignificant increage in output

.over the decade of the 5C'm., ™he GDP increased from J$140.2 m. in 1950
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to J%505,0 m, in 1962 or at constaﬁt.prices from J#234.4 ﬁ. in 1953 to
J6424,6 m. in 1961;_-How§ver, mogt of the new industries which were largely
regpongible fof this growth -~ textiles,'clothiﬁg, footwear, cement, paint and
containers } were basged on imported-raw materials.13 The'giowth of manu-
-facturing céntributeq to the growth ofcpnstrucﬁiong_éistributioﬁ, trénsport
and oommunications'but the agricultural sector actually experienced a
decline despite the sitrong emphasgis plaééd on that séctor_in the 1957-1967
D/Plaﬁ. ﬂgricultufe's contribution to the GDP fell from 31,5% in 4950 to
3.4 in 196374 -

| Tq aggess goverﬁment polidies during the sixties we can focus on
three major'feétures of economic éeveiopment. Firstly, sustaining the growth
in national income{ éécdndly maintaining economic growth through increaséd
domestic savings;and ﬁhirdlyg effecting structufal economic traﬁsformation15
‘i.é., economic dive:sification with intersectoral linkages, and. a ieduqtion
qf structural dependence especially in the area of aid and trade relationsghips, -

The Government of the 60's Was.able to sustain the growth of national

inécme 'throﬁgh continuing the promotion of-the industrialisation‘prbgramme.
Yot while the national income inoreased by over a hundred percent between
'1953 and 1961 (J$192.0 %o Jﬁ408.2)_it increased by about 50 percent between
1961 and 1968 (J$4Q8.2 +to J$665;4), it the same time net domestlc sgving
increésed by over T00% between 1953 and 196%'(J$7.4 m. to J$60;4m.) but by
only 50% between 1961 and'1968 (J660.4 m, to J%92.1 m.) which seems to suggest
that the marginal propensity'fo save had lévelled off and ﬁould have to be
raised either voluntarily or otherwisé.16 Mbreover,_corporate gsector
contribution %o domesfic,savings wag limited by the sector's repatriation

of profits,
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DeSPite the growth of domestic savings foreign capital continued to
contribute o substantial part to net invesgitment dvring most of the 1960's
{from 10% of net investment in 1961 to 46% in 1968).17 Thus the economy wasg
unable ‘o sustain grouth through increased domestic savings because of the
increasaed qutflow of investment income accruing to non-vesidents, |

While the government managedwto diversify production it was unable
Yo effect structural transformation as most of the new industries set up
(as well as the traditionalhéxport industries) relied mainly on foreign
inputa, DMoreover, mainly on account of the'open nature of* the economy and
the inequality in income distribution the new manufacturing emterprises
catered to the external capitalist market while domestic demand was gatig-
fied mainly b& imports of consguaer goods.

What we now need is a closer look at the role of the state in the
development process of the 196C's This we will examine under the heading of

forelign policy during the period.

Toreipn Policy and ﬁhe Changinge Role of the State

The external environment has been the single mogt important factor
influencing the role of the Jamaican state during ﬁost of ‘the 1960's, Two
events circumscribed Jamaican policy at both the domestic and international
levelg, One was the Cuban revolution in 1959 with ifs attendant isolation
by the West ag part of Cold War policy; the anti~-communist riging in CGuysna
dvring the early 6Q's as well ag the US intervention in the Dominican Republic
fuither aggravated the situation. The-seoond event was the collapse of the
West Indies Pederation due to the withdrawal by Jamaica in 1962,

The threat'of 'gold-war! intervention, the need to restore confidence

in Jamaica in order to attrach foreign capital and the perception of
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ineﬁitabIGKIinkages with the capitalist Wegt - UK and USL - led the goverin-
ment to adopﬁ‘what can be termed a paasive foreign policy stance, notwithsitand-
ing the traditional capitalist orientation of the Jamaica Labour Party (JLP),
The Government did not diversify its aild and trade relationships.
The one tendéd'to~rginforce the other. Almost all of fhe direct and indirect
loans between 1962 and 1972 came from the USL, UK and Canada, A% the same
time trade over the same period was carried out. mainly with these countries,
The nature of ﬁhe various loans determined to a large extent the role the
government was to play in the development of the economy. They were essen-
tially for infrastruotural development -~ water supply, utilities, roads,
bridges, education etc. - and came mainly from USLID, CID&, IBRD and CDC,
So that while government could,obtain Western loan funds to create the
necesgery investment climate, it had %o rely on foreign private capital to
- undertake actual development activitiaé.

-Towérds the late 1960'g the role of the Jamaican Qtate,began to
change due Lo a convergence of intérnal and exbternal facﬁors. Cn the
domestic scene, the government discovered that its indﬁstrialisation PTO Lromme
had made no impact on the problem of unemployment. In fact, increased
unemployment existed side by side with high growth rates. After falling
from 17.1 percent in 1957 to 13.5 ia 1960 the unemployment rate was estimated
to have increased to about 20 percent of the labour force in 1967.18 Zﬁ%
is interesting to note %hﬁt the government estimated the rate at 13.5 percent
of the labour force in 19617.19‘ | |

On the other hand, during most of the 50!'s and 60's the éommodity
terme of trade deteriorate&. Imﬁorts wvere increasing at a faster rate than
ekpdrtsq slong with a growing trade imbalance esPeciall& from the mid-

- pixties, there was algo a significant outflow of funde - debt payments and
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.ﬁrofits,of foreign oorpofétions. Moreover (central) govarnment_expenditure
.increased at a fasteﬁ rate than previously.from'the late fifties to-the
1ate'sixties, while gdvernment:reveﬁﬁe'greﬁ at a much slower rate. The
groving deficitrhas been financed by private capital inflows but government
'had grown wary'of the growing magnituqe of debt changes in the annuval bﬁdgeta
vaernment'g inoreased.role-in the economy:was dicﬁatedkby-ﬁhese two
considera#ions = growing unemployment and balance-of-payments problems,
- The governmént atill %hought tha% fhe kind of capitalist economic devel opment
it was promoting would_solverthe-unemployment problem in the long run, But
to satisfy short-term tsocial needs! %he govérnmeﬁt had ‘to undertake‘publié
sector projects which wﬁuld give maximum employhent to Jémaidgns.zo These
' woﬁldrhave_to be financed mainly through bilateral aid-and other soft loans
which might be available. ﬁoweverg a major problem waé.the_inability of fhe
country tb obtéin softiloan& from multilateral institutions such ag the
World Bank's ;sof%!ldan winddw' because Jamaica vas clasgified as a 'middle~
level-incone! cdunfry on account of the,siée of its'pericapital.natidnél income,
Tﬁe goveinment tharefdre<sought memberhip in thé Organization of 7 |
- imerican States (048) in'1969 mainly o gain access to the Inter-imerican
Development Bank (IDB) and the benefits of the Llliancelfor_Progress.21
It mus be‘rémembéred‘ﬁhat'the,latter organisﬁtion wa.g establishéd in'the
earlyrsixties to erCe'yatin Lmerican governments to institvute reforms -
hotahly land reform ; 0 pre-empt Cuban-type revolution and thus pre gerve
the capitalist sysﬁem in the Iegioﬁ, And the'Jamaiogn government!s 1969
budget was aply-Called a ‘Reform Budget! including land reform, an@ reforms in
taxétion, invesﬁﬁent and eduoation,zg
Financial consideiation was one reason - albeit a major one - for

entering the Hemigphexdc group- .. But Jameica was also seeking to end its
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isola%ion from Lav’:inmﬁericaog3 The same thing can be said in resgpect of the
Caribbeaﬁ with the government's entry into CﬂRIFTA in- 1968, The latter move
was 1nf1uencea by Br1ta1n’s proposed entry into the Luropean Common Marlkedt
and tho need to protect Jamaica's primary agrlcultural commodities.

The generai move towards detente vhich algo alloved a more independ-
ent foreign policy in Latin. fmerica facilitated what can be terned more active
participation by the Jamaican government in matiers concerning the Third
World_such ag deéolc;nization9 apartheid and huﬁan rights. In 1967 Jamaico
participated in the non-aligned coneunltative meeting in Belgrade and attended
the foreign Winisters Meeting in Tanzaniakin 1970,

4% the domestic level, the government moved to expand the economic
role of the state by (1) expanding public sector projects in arveas such as
construction aotivity (e.g. Sandy Gully scheme) and (2) undertaking pro-
ductive enterprises as well as promotional agencies mainly in the areas of
~tourism and menufacturing. In 1968, iir Jamaica was establisghed w1th the
government oﬁning'74% of the shares. The caga Mbqte Hotel Training School
wag get up in 1970 to provide tralnlng for staff in the industry while a
number of large hotels came W1+h1n the public sector between 1968 and 1972, 24

Governmenﬁ's move into the tourls# sector was motivated by a similar
congideration to that which regulted in an expansion oif public projecis,
namely increasing employment in the country, Government also wanted to
increase the foreign exchange earnings of the cbuntry as well aa its revenus
p081t10n. Nevertheless, the state!s role was minimal and meant 4o be nothing
more than supplementary to private undertaking in the sector. Tor in 1968
the'governmenf pagsed the Hotel Incentives ilet which gave tax relief o
inveétors for 10~15 years and allowed duty free import of items to be used

for consiructing or ecuipping hotels,
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In the area of‘manufacturiﬁg, the foous was on manufacturing enter-
prises which woﬁld not only expand employmenf opportunities but would also
make greater userofrlocal TaN ma%eriais thﬁs‘redﬁoing'the significant level
of imports., it the same %imerimport restrictions were imposed. In area of
manufacturing that was to be explored wag oraft activity which was given
impetus with the settipg up of Things Jamaicen Ltd, in 1968. Guild Productibns
Itd. set up in 1968, Guild Embroideries Ltd, and Tashion Knits Jamaica Ltd.
inrﬂ970 also served the same puipose. These énterprises aloﬁg with Jamaica
- Froven Foods_whioh began bperaﬁions in ﬁ968 were all ex?erienoing heavy
logses becauvge of opeta%ing inefficiencieé‘among other-'thingsc25 -

7 The government's basic.philosophy did no¥t bhange - private enterprise
remained the vehicle through hich economic development would be pursued.
Incentives continued to be oiffered to both foreign and local‘capitalists;

The mining indugtry was to be expanded with the setting up of an alumina
plant at St, Flizabeth and with new agﬁeemenfs for increased production of
alumina. This was iﬁ brder to increase foreign exchénge earnings ond
employment. in 1967 the Industrial Tncentives Law was émended thus oxtoending
the period of income tax relief for companies from T to 10 years and up to
_15 years for companies se%tiﬁg up outside the Kingston Metropolitan Afeaa

The emphasis dvuring the late sixties was on tJamaicanisation! of the
economy - mainly financial ingtitution and public utilities - and self-
reliance. 'ThiBVWas largely on account of the low level of 'aoft loans!
the government had been getting, the increasing ouviflow of inveétment income
over the years and its failure %o make any serious impact on the_unemployment
problem and the imbalances in income digtridbution

rTo'continue.its employnment piogramme, anong other thingé,-government

had to expand ite revenue basg: —thich hag been inadeguate to meet growing
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ddpiﬁal expenditure‘in the public seCtor, _Govérnmenf revenues had been
congtrained by the attractive tax incentivesroffered to investo:cég and in
rfacf~government-had +to rely on a regressiVe'consumptidnrduty tax in 1965
"to increase revenﬁe earnings‘because of ihcentive'1egisla£ion.regarding '
imported raw materials. Bétween fhe'end:of'the'6ois:and ﬁhé beginning of the
70's‘what con be called 'progregsive'! taxation was inatituted. The'income
tax on companies was increased. A withholding tax was introdﬁced for
companies whichrremit profits'abroad'and the company ﬁrdfits tax wag
incrensed from 5% %o 35%. This resulted in an increase in revenue from
income tax of éboﬁt 100% from 1967 to 1970926 |

WYhat we can éay at%this poinf is that the Jamaican government has heen
pursving economic grovth and ﬁevelopﬁént adcording to its own nofionrof guch |
development, namely, through the private enterprisé sysatem, and within the
constraiﬁts:of Tthe inﬁernational environmentar It oonsideréd ugemployment
and the imbalances in income digtribution as the most serious'problems in the
gsociety., The 1a££er Wae seen a.g a'fumetidn of theé distribution of wealﬂar
‘(1and), 1eveis df'edhcation and skills and ingufficiency of employment
opportunities.27 The mechanism of the stéﬁe wag to be uséd only in respéct
6f regulatory ahd-promotionai_activitiesg o relieve_the problem of
unemploymént in -the short;run; and to effect more'equiﬁable income distribu—
- tion in the society. : o

Government'!s method of effecting incdﬁa disfribution (and inereasing
emﬁloyment) was to undertake increaéed dapital expenditure in agriculture
and labour intensive_constﬁuction orojects, These measures wére not $uccess-
ful for reasons fha% are well documented elseturb.ere‘,g8 Suffice.it to say that
with respé&t to -the agricultﬁral sécﬁor, structﬁral-defecta as well as
failure to imylemenﬁ prog:eésive §01iciés éuch ag laﬁd'redistribqtion were

major inhibiting factors.
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TUneertainties in the international monetar§ system as well as
ecénomip andrpoliﬁidal diécontent yithin the national-sjstem led %or
increaSea participaﬁion 5# the gtate in economic activity.. At fhé beginning
of the seventios the government was actually ralSlng the iggue of government
control over economic aotlv1tJ and questlonlng Jamalca's relmance on. the
market mechanlsm as againat central planning in determ;nlng the allocation
of ﬁesoﬁroeéa -Hévertheiess, fhe government continﬁed o agsume that the
ﬁ;in caﬁses ofrpqve:ty and ineqﬁalityrwere ﬁnemployment and underemployment,
but realised that expansion of emﬁloyment may‘ﬁot hecessarily‘lead to
eguity. ,Theréfore, yeo to the extent that the existiﬁg.inequalityrin income
reflects unequal wealth due to unegual opportunity fo accumulate, then
arrangements for faoilita%ing popular'pafticipatioﬁ in ownership of product-
_ivé:assets see coﬁid be effective in ﬁaking-the disﬁribﬁtion of wealth
less unequal.‘29'

| Government came ‘to realise,. from the expe:ienoe of other counﬁries,
that government ﬁértidipationrin and control over the economy was a necessary
éanditioh for éccelerafing developmgﬁt.- Hoﬁe#er;‘it did not favour a
socialist approach involving state-cantrol ofrall §rodﬁction. It advocated
insfead’join% ventuxre éffangementé providing fof eveﬁtual Jamaican control
an@ majority participétioﬁ (51%) or !Jameicanisation! ag the mechanism for
' pronoting economic and éocial development. -

‘The change of ngernment_iﬁ 1972 preveﬂﬁed'the operation of the second
VD/Plan'by the JLP govérnment, Bﬁt*the-meqhanisﬁs for'promotiﬁg develop~

ment were foxr from being abandoned by the succeeding government.
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IV. POLICIES OF THE 1972.1976 PERIOD

1972-1974

Itris in this period that Jamaica's foreign_relatibns becaﬁe'importu
ant domestic polltlcal ilgsues, “he world had moved toward greater inter-
dependence,and detenﬁe 1n the sixties as well ag Ehe weakenlng of the US
dominant economic and‘pollﬁlcal posmt;on in the international system allowed
~ for greaterrmaﬁoeuvrébiliﬁy 'By Third World gountries} |

The PEP government was faced?ﬁith two seﬁssof problems when it assumed
office in 1972.- it the domestic level the grcwth-of real output had
&eclined'(Seé Table - - ); The cur:ént account deficit had.been increasing
steédily¢and significantly especially from the mid-sixties; ‘the deficit
1noreaaed four;old between 1964 and 1970 (see Table ). The unemployment
situation. was 3%111 graveor the unemploymenﬁ;rate which was estimated at
17, 2% at”Oqtober 1969 increésed to 2%,3% at Apﬁil 1972.30 /nd income
iﬁbalaﬁcés had not‘baeﬁ dorreéted. ‘In fact the decliping economic situation
_-aqpamﬁanied Ey rapreséiﬁﬁ againgt the radicél intelligehtsia, the ﬁbrking,
class and other'protest-groﬁps had led to increasing political ﬁnreét dering
the 1atterkﬁaif of the sixtiea; - The PHP therefore had to‘moﬁe to correcﬁ z
the economic imbalancesland.restore political rights if it were to justify
- the maasgive su@portfitireoeived at the polls from thérworking clasgs and
otﬁer disyossessedrgTOups;

'3trthe’inferna£ioha1 level, 1972'marked—%he progreasive worsening of

31

world inflation with the upsurge in worid commodiﬁj’prices. The increaging
1iqu1d1ty in the intermational monetary system dwe to the declining economic
nosition oi the US caused world nonetary reserves to increase by 100%
betuween 1969 and 1972 setting ofirthe woxst global;inflatlon %herwarld has

known;32 The dollapse in 1971 of the Bretton Yoods System of fixed exchange
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rates ﬁad the effecﬁidfraiiowiné‘ﬁhgVUS-to slow down its inflation by trans-
mitting it to the rest of the worldQBB' |

| To deal with the international monetary crisis as it affected
Jamaica,lthé gqverﬁment'réaligned the Jamaican dollar with the us dollarrand
subsgquénﬁly had tq QeValue the J§ in February 1973. The effect of this was
the increaég-in tﬁé value_of imports from the noﬁndollar area., The cogt
of 1iving‘iﬁcréaséd-bgcause of Jamaiéd'é_heavy dependence on imports,

| With regards to fhe balance~of~payments pfoblemgthe government
diagnosed this as due %o overuconsumption in ielatiqn to production. Zﬁ%ria
‘interesﬁing to note tha{‘the PP in oppoaiﬁion.had-lgvelled a similar
criticiém of the)balanQe-ofnpaym?nfs problen of-1962%7'1n the 1970z the
.decline in capital inflowé hac aggra&ate& the pfoblem; The-goverﬁment
therefore stréssed the danger. of dependgnce an foreiga capital and advocated
insﬁea&jselférelianée, ioe. userof increasea-national savings. .This was the
séme position the PYP held at fhertime of independénce vhen they were
criticising the.JLP;B-reliance onfforei?n invéstmenf. In 1972, because the
governménﬁ conld not‘réiy on capital inflows-fo:finanéé the balance~of-paymenta
it resorted-fo a dréw—down-of the country!s reserves. As a resuli; net
foreign reserves ai,fhe end of 1972 were nil,
o The government;in its firet year of office set out the following
" policies to deal witﬁ the B,0.P. problem: |
| te festriction on imports
é. restriction on bank credit
3. oeilings'on oredit which gshould be made to the produbtivg gector
4, increésing bank rate to encourage saVingsl
'5, ﬁightening_of-the exchange control law and reduction in

the travel allowanco.

N}
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ﬁnd the effect of‘theaerpqlicies wae é'significant'increase-rin_foreign
reservés; net*reéervés‘StOOd at JET6 m. at the end of 1973 (Table Yo
The employment situation iﬁprbved somewhatr the unemployment rate
wag reduce& from 27¢3% at April '72 to 22,5% at’ chober 72, This was
partially due to the Tconomic Stablllzation Programme of '72 and %o wovern~
ment 'employment'-progectﬂ. The oovernmenﬁ had allocated $14 m., to the
emp10Jment projects for the perlod 72/75 a8 agalndt #8.8 m, allocated by.the
previous government over -the T‘]/’?E'perlodo At the same time government PLOw=
ceeded to redistribute benefits from Capital to Labour with +the eignificanth
wage and saiary increasés paid to public-serviceremployees-in 1972, Ls a
result the wagejraté‘; 12,9% of GDP - ﬁas.the highest in the previous
five yegr period;34 l -
Govefnment was preoccupied over moat of 1974 with defensivé
neasures aimed at contalnlng the B.,0.P, situation which deteriorated aftex
July 1973, The oil’ prlce increagesn along wlth the 1nLernatlonal monetary
crisis posmed gserious congtraints on. economic growth, Output whilch had
grovn considerably inA1972 hardlyrincreasedrin 19735 (see-Table
The government announced two measures té deal with the-situation, namely,
to 1iﬁit foreign borfowing to meet the'budgeﬁ'deficit and ccﬁtrol profits
and waéés, To effect thé'lather a wage polioy was needed. Its two
elemeﬁfs would be (a) o establish a national mlnlmum wage and (b) to relate
- wage increase tofproduct1v1ty 1ncrease.r The 1dtter was difficult to
.achieve beCause of the gtrength of trade unlons and the PNP's union base,
Donestic pollcy during this perlod can be’ termed defensive on account
ofithe external constraints we mentioned above and the PNP's ambivalence
~in adopting measuresrwhich might alienate its'fraditional bage -~ the niddle

class and those 'national! capitalisté that benefited from the industrialisa-
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tion programme oflfhé'ﬁreﬁious period, ,Foreign—bolicy on the oﬁher'hand
wag more assartive'tﬂan vnder the previous administration,

The PNP had1accepted the gtructuraliét apprdach, notablyrthat of
ﬁhe dependency school in attempting ﬁo ideqtify and overéome the_prpblem
of underdevelopment, Thus the government during this period_ focused on
changing the relationship between %he_developed_and developing nations.
Under the established sjstem of economic relations between developed and
&eveiopingAnations the tlionts share! of the gains Lfrom internétional +trade
and investment accruved to the suppliers-of capital and technology. The
widening gap will be narrowed by ‘hothing legs fhan é~r§organi2ation of
‘the gystem bf-thé,eéonomic relétions between developed and developing -
rnations."35 | -

The Jamaican government had however inherited the issues of the future
of the regionallinﬁégration mévementhARIFTﬁ as‘well ag thé,future of the
primaxy producers,in fhe event of Britain Joining the EEC., Jamaica had been
dependenﬁ on exéomts of three major agricultural commodities'- sugar, banana
and citrus, These-héve’been guaiantéed thrdugh spééial mrketing arrangements
apd financiél assigtance. A significant amount of sugar ~ 1% million tons -
was gold annualiy_to thQZUK'underrthé éommonwealth Sugar Agreement which ex-
pired in 1969, Tﬁeré-was also a pieferential market for 0.7 m. tons to
Canada and HGWVZealaﬁd. Ten‘perceﬁt éf banana-eéports were sold to the UK
under 9pecial_markefing arrangements while citrus exports to the UK'benéfited
from a'i’riceKﬁssis—stancé-Schemeo |

 Jamaica therefore perceived a common interest with other Third World
éountries ;‘the_ACP'group - in protecting its export trade as well as in txy-
ing torredress thg trade imbalance between thé developed and developing

'countries. However, what is considered to be the most radical poliéy was
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government's move-%q.normalize relations with Quba, nptwithstanding the
fact that the ini%iatiﬁe ﬁas Jointly taken iﬁ ﬂ972-by the major Caribbean
territoriés - Jamaicd, Trinidad énd Guyana - ond the fipnal decision feflec%ed
a2 regional position. The_government and partyfs closer move towards-Cuba
from 1974 sign.ficantly affected boti domestic and foreign relationa,
1974~1976
| | In thig period-domestid policy can be termed 'offemsive! in relation
torthe defensive mo%es undertaken between 1972 and‘1974o Output sfarted o
decline from 19743 weal growth was ihcreaaingly negafive during this period
"largely on acocount of the decline iﬂ-ﬁhe five major sectorsg, agriculiuvre,
miningg;manﬁfacturé, construction and distribution. The éurrent accouﬂt
deficit'incréaged significant”" mainly on account of the heavy outflow of
invesgtnent ineoméa 'But currént acoount deficits had beeﬁ guite significant
esPeolally durlng the second half of the sixties, Héwever, thege have been
financed bv 1arge private wplba l inflowg in the bauxlte/alumlna and manu-
facturing 1ndustrleﬂ.- | |

Direct investmént_levelled off.with thé,completion of major
installatioﬁ p:ojécts_in the‘bauxite/alumina industry at the end of +the
gixzties, Government*s s%rategy for. correcting the imbalance was to rely
on increasged domestic'préduction for ékpoits ﬁs a long-term solutiong and
the mechanism to be used for pvercoming balance-ofépayﬁenta congtraints in
the;shortnrun would be,a-levy imﬁosed on~5auxite production. Thie vas corn-
' sidered-a very radical-policy'as it would in effect alter the relationship
between the developlng counbrv and the transnatlonal enterprise and could
-adversely affect +the relalionship between the developlng covntry and the

home country of the trananatlonal enterprige,
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-The poliéy on redreasing the imbalance between Jamaica and the
developed world wasg noﬁhing new as we have already seen, i% wag just brought
to the fore earller o agoount of the economic 51tuat10n in 1973 Whlch was
ageravated by the OPEC price increasges in that same year, LAs fdr back as
June 1972-a Baux1te_00mmlﬂ81on was set‘up to assist in formulating national‘

36

<Qolicv on the indusiry.-” The‘government also took the initiative to
establ:sh in 1975 along with other world producers, a bauxite producera’
organisation ~ +the Internaﬁlonal Bauxite £35001atlon (IBA) This assocla%lon
has'been viewed bj the-HestexD Yorld, espe01m11y the main users of bauxite,
with some meagure of nost111ty as 1t was Likened to the oil exporters' cartel.

Wevertheless, govexnment's move into this sPhere dld not by itaself
heve é_disastious effect on Jamaioa/US ox Jamaica/ganadién.relatioﬁs
although the bhauxite companies at the time of'annoﬁnéement of the levj,
-decldréd they‘wouid1submit their case to arbitra{ion. It did not affect
domestic relations as the private sector and p§1itica1 opposition supported -
the mové which wasrjustified in terms of the deterioratibn in Jamalca's

3T

terms of trade.
| The bauxite 1évy whiéh wag treated by government és parf of general

revenue becauge it was 1ev1ed and collected annuall;, vas to be disposed of
durlng 74/75 a8 followsa
4540 m, (or,about % of the revenue) was to be allocated %o revenue féservés
and used for o . |

Ta 'buiiding up éuﬁh_ieserves tora more xespecﬁable level during .

the yeér,' ' |
é; the flnan01ng‘of any new capltal pro;ects that might need to be

started &urlng the year, and.

B extendlng the employment‘programme.-
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— Tne rest of uhe revenve vould be put into a Capital Development Fand ior
relnvestmenb in - the b ux1te/elnm1na 1ndustrj.
Yhat eotuallv hapnened during the perlod 1974/1975 was quite dllferent

- fron :tht- the government had env1eeged, Puice the original amount of
bauxzte 1evy (¢85 1'ﬁ ) had to be transferred to the. Congolidated Fundo
Inflows 1nto the Canltal Development “und (GD“) which had amounted %o

134.2 i vere reduce& +o e49 1 m. ah the end of March 1975a This was on
'acconnw of the elgnifleant increase in expendlture over the period - wbizh
. posea a eerlous.problem of flnanclng, ,The Budget which began at $596.9 m,

in May 1971 ended ﬂt o710 3! m. = an increase of 66, 5% over the 1973/1974
Budget. nevenue, on the other hand fell short by § 2705 m., partly on
acoonnt‘of government‘s 1mporn pollCJ, The*govefnment hag therefore had
to-nse en.inore aging amount of ‘the baunxite levy to finance recurrent ex pendi-
ture onraccounfroxrthe deterloratlon_ln 1ts-revenue‘poeltlon, There was
:therefore not_enongh'inAfhe CDF to finance investmenf,”

- lThe situation did not imnrone in the following finanecial yean.
'Revenne enortfall-was o28 4-m, due mostlv to & aecreaee in earnings from
government inetitntions. The nerformance of most of the industrial sectome
was diseppointing, But 1976 wag actually the most dleastrous year. Thexe
| wesVSignifieant,nega%ivergrowth in all the meaor eectors,of ‘the economy
‘(see'Table - ).~ The gonernment'reVenne shortfall was %115'm; and ‘the
budget deflclt vhlch wog described as 'unprecedented' wag 5281 ) 39 This
had to be met by BanL of Jamaica accommodetlon. " The deterloretlno egoneonic
performance over 1975 and 1976 oovple& with the decline in foreign capltal
' ‘1nflows 1ed to a hlgn degree of noney creatlon (5 325 ma) dvring the perlod.4o
Phe exPlanatlon foxr this deterloratlng economlc 91suatlon vhich led

to polltical weakness bJ the g-vernment, lies to a greet extent in the

i
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. domeatic éﬁd}foréigh‘policies pursued during this period; We will discuss

these under the rubrié of the role of the state in the 1974-1976 period,

Role of the Jemaican State 1974-1976

| ,Ehe'mos%lsignifiqant'domestidvfaotor-that affected the econémic
gituation in Jamaiéa betweén 1974 aﬁd 1976 was the announcement by-the PP
in 1974 of its intentian to pursgue econdmicrdevelopmsnt wmder the guniding
Vpnllosoth of 'democvatlc HOGlalle’-, This ideology of-'parliémentary'
gocialism which was Fashlonec after the British Labour Party Model had been
~.espoused since the;l940's afterrthe'EEP wag formed. It was contained in |
7 the 1950'5 duﬁiné fhe height of +the cold war after foﬁr’fleftist; members of
~the parﬁy wéﬁe ex@eiled., The revivél of the ideology in the TO'srattes%ed
1o the changed international climate waich allowed for the reuémergence of
‘{radical‘ idéoloéiés in +the Third Vorld and QSpecialiy the Caribbean, e.g.
Guyan1 and Tanzania,

The Pﬂ?’s soclgllsm was llberal enough to attract members of the
(national) capltalﬁclaSS‘wao hed been.allenated by JLP policies - notably
"iﬁcrease‘in—company iﬁcome and pfofits.taxes « yhich affeo%ed'the manufac-
turing sector, Thué'thé ?N?,was.wooing the woxkingrclass in relation %o
éstablisﬁing a juet society whiie aﬁ'%hé game time hdusing the national
bourgeoisie who exﬁected to benefi*'frdm the“Jamaicanisation' or local
ownership of Jammlca's yrodvctlve resources thab Menley advocated. More-
over, the mlddle olasscs were reassured by the PHP leader durlng the 1972

, electlon compaign that he was commltted %to. the democratic system and
opposed to communism andrall othér.forms of ﬁotalitarianism.
| Démocraﬁic spcialism'was essentially an ideology that ;ejected

capitalism as the basis for fuitrre development of Jamalca; capitalism
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ﬁeing defined #s 8 systém-that tinvolved the exploitation of people and
obliges individuals_to pursue private gain at the expense of their feilow
_citizens without reéard to any other interestt!, It advocated instead
building a socialist societys; socialism being defined first as 'an ideal,
a goel and an attitude 6f mind?!, then ag a 'way of life! and finally as
Tthe Chriastian way of life inlaetidn'. Vhile these are all vagﬁé conoépts
the PNP soughf to elarify ita ideologibal thrust by 1isting four bhasgic
prinoiples upon-which it would build its socialist model., These are:

1. The Democratic Political Process

24 The Chiristian principles of brotherhood and equality

%+ The ideals of eqﬁal opportunity and equal rights 7

4. Determination o prevéntsthe exploitatidn of=Ja.maica.41

The model a&ﬁécateé a mixed economy in which the state's role would
be to éupervise ﬁhérrunning of the economy thrcﬁgh a variety of mechanisms,
namely,;'diréot ownership? control by participation, regulaiory machinery
and by creation of appropriate incentives and opportunities'.42 While the
atate would éoﬂtrbl fhe tcommanding heights' of the economy the private sector
‘afillrhad a significant area within wvhich %o operate but it had to work |
’within thé=bounds of the natianal‘intefest and the péople’s rights and
welfaréf,

The role of the private sector has never been adequately défined
although fhét seotor wag to be relied upon as-a full pariner in therdeveIOPH
‘fment‘prdéesé; Tﬁé PNP has also beéhrambivalent and vague on the role of
$oreign private capital, The party fejéoted imperialism -~ foreign écohomic
contrél ;rwhile'at the-aame time welcoming foréign private investment

provided that it operated 'on a basis of good corporate citizenship'.
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Democratic socialism was essentially_a reformist ideology seeking
ﬁo reconcile the difference between classes xéther'than carrying the class
struggle to itsriogicél conclusion as set out by the Marxian model. How=
ever, the P¥P!'s socialist rhetoric foousing 6n,coneepfs such as 'capitalist
expioitation‘-and Vimperialism! Withoﬁt seriously puréuing the content of
goclalist transiormatibhg its progxeésive foreign poliecy, and the uncertain
future perceived by thé private sector all,led_fo a growing antagonism by
that sector to the'governmenf’s developmgnt efforts, In fact, they were
iargely responsible for the serious down-tuvrn in the economy after 19T74.

In keepingrwith ite mixed economy model the government moved to acquire
state particiﬁatiqn in the mining industry and to extend pariticipation in
the sugar and tourist industriesn, manufacfuring and the public utilities,
Majority participatién in ‘the bauxi%e/ﬁlumin@ industry has been confined
to *lihe-m:i.n:i.:rlg;'o:pei:a.”c.j.ons.4'3

Governuent paiticipgtionrin the ﬁouriat industry was an exbension
of +the JL?'S gbvernmenf’s policies of the late sixties and early éevenﬁies,
althﬁugh saveral hotels were bought 'to prevent ciosuxe and the consequent
iﬁcreasa in gnemplq&ment at a timé of slow growth in ‘the economy and a
decline in abtivity in the touristrindustry'.44 Tﬁé digtribution sector was
strengthéned by fhe eSfablishment of a state trading enterprise to guarantee
esgential raw materiais to-manufabturers at gtable prices.45 Yioat of the
gugaxr industr& was brought-into the state sector and many manufacturing
_énterprises were acguired due to closure of the firméa Others were set up to
dévelop the agrouindustrial sector., Although government acquired éreater
owvnership in manufacturing there wés norchange in the structure of the sector
vhich céuld for example'conﬁributerto the expansion of its employﬁent

ereating capability. In faoct government continued the traditional *incentive
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legislation! approach to industrial development by enacting measures in 1975
which favoured large exporting indusﬁries.46 Thisn h@d.the effegt of stymieing
the development of emall businesses whioch were oriented toward the domestic
market, |

Al though state'partiéipation in %he-economy becamé subgtantial
@urlng the aeventies - 220 Statunory Bodies and Public Thﬁerprlses were in
'Jperatlon at the end of 1976 41 that participation was based largely on the
. aeguligition of exisﬁing_assgts rather %han on the creation of new assets.
What this meant-was that there was no -increase in 'the employment generating
capacity of the econbmy'.48 Hence, while government‘expeﬁditure increased
on account of the enlargement of the public sector - which incurred heavy
logses during thé period - employment was not iﬁcreased'by thé latter,
Government theﬁefqre had to undertake special employment projects to relieve
_the unemployment aituation;

In the area of foreign policy, the government followed up ‘the normal~
 isation of diplomatic relations with Cuba by signing an agreement with Qubai
for sstablishing a direct air route between Kingston and Havana. Trade with
Cuba was algo being explored but it would be limited 36 a8 not to contravene
existing US 1egisiation. -This points_tb the inability of the government to
reduce Jamaica'!s dependence on US aid and tradeo49 In 1975 the governmenﬁ
commenced. sending,gfoups-of'young;Jémaicéns to Cuba for training in various’
: skills.r The Prime Minigter also paid official viéits to Cuba aﬁd the Soviet
Tnion in thgtsame year, Thereafter the governﬁent's socialist rhetoric
1ntensifie£;%oth the domestic and international levels.

The PNP governmenﬁ was seeking to 1nst1tute socialist change at the

domestic level while attempting to restructure its international relations

by cooperating with other non-aligned governments in the struggle to establish
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a new international eoﬁnomic ofdéia The govefnmént's diversified relations
during this period (72;76) included diplématic; trade and aid relations with
China, and ag:eeménté‘§ifh venQZuéla; joint venture cooperaticn with Mexico
and assistance from Cuba in schdbl buiiding, housiﬁg congtruction and the
Micro Dam projectoso ~ The increasing ﬁresence of Cuben personnel in Jaﬁaica

Cin connection with fhe,%uilding projects, coﬁpled with the increasing soclalist
rhe'toric eapécially in theJParty's official ovrgan 'Ehe New Nation! during

1075, led %o a-deteﬁioration in the relations between the PNP government and
the.offidial Opposition and the Private Sector,

L series of_acté'of-violence and strikes as well as the decline in
demand for Jamaica'ls bauxite/alumiﬁa among other things in 1975,1led the
governnent Lo oharge fhat the economy was being destabilized by external forces,
This ﬁarrﬁnts further investigation, Nevertheless, we feel that 'destabiliza~
' tion'rorrmore appropriately nonuooopera%ibn in developing the mixed econoﬁy
can be attributed mairly to local capitalists in the industrial sector who
feared the erosion of their class position and thﬁs worked in collusion with
the forces of external capitalism who henefit from Jamaioca's dependent
relationships, VThis.can be seen to some extent from the deoliping perform-
ance of sectqrs gsuch as menufacturing, congtruction and distribution, the
antigoommUnist articles in the Gleaner which has been seen as the mouthpiece
of the local bourgéoiaie, and the American Press' hostility to Jamaica's
Cuba policy. .The'bauxiﬁe companies had cut back production more on account
of the imposdtdon df the levy in 1974 than on account of the fall inrdemand
for aluminium on the US ﬁarket. While the rate of growth of the mining
sector increased in 1977 after the levy was revalued, the rates in menue

facturing, construction and distribution continued to decline.
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Although TS poiicy towards Jamaica was tolerant during the early

part of the Carter Administrétién, yot the US remained opPosed to the spread
of 'Castroism! in the Caribbean. This was mainly on account of the region'é
geodgraphic position and US'dependence on the Caribbesn for two-thirds of its
bauxite and_alumina‘imports; US aid £0 thé region Waﬁ'ﬁo he inéreased in
order to"stréngthen Democrétic Government and the Rule Ef Law, Prevent the
rige of Radical anti-US Qovernments, gain some Third World Allies in the
United Wations, and protect /[ the US47 economic stake in the wegion!. oL

- By November 1979, the Caribbean policy of the Carter Administration
had become radically different and less toleran% of democratic socialism than
in the early period. This wag on acoount of the orisise over Soviet troops
in Cuba. The néw ﬁ moves were also attrlbuted to Prime Mlnlster Manley's
anti~imperialist statements at the 1979 Non-Aligned Summit in Cuba. It was
algo cla;med that the Opp091t10n Leader had c1rcu1ated a document in the US
during October 1979 Whlch linked Jamaican workers in the Prlme Mlnister g
Office to KGB agents and Cuban 1ntelligence, The resulb of these events
- yas reported as moves by the US Senafexﬁo Freeze USi$§4.6m. of approved aid
to Jamaioca and by TBAID tﬁ stop the PL480 food cre&ité touJamaica.52 Whether
these moves were of domestic (US) origin ov nod does nof obscure the fact that
domestic and external capitalists cooperate when theyrperceive that their-
interests are thréatened. |

" To assess the importance of vorious pblicies‘in-relation to Jamaica's
financial dependence ﬁe will now look specifically at the relationship between

capital flows and Jamaican policy..
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Ve CAPTITAL FLOWu AND JAMATCAN POLICY

Foreign copital inflowe have always-plﬁ&ed o gignificant role in
Jomedoa's develdpnoﬁt ﬁrocéss. In the 1960's, goverpmeﬁt purpued o dependont
| capitalisf,path of de#alopnent thxough relionce on forelgn priva%e inveatnont.
Wot Qapital inflows wore particulafly gignificant from the nid-1960's to 1371, H
Whilo net inflows averaged under $20 nillion botween 19€2 and 1966 the average
‘waﬂ as ruch ag §116.1 nillion-over the period 1967 to 1971. Of course nost
of ﬁﬁu-inflows wore private copital inflows (sce Table 2), Net faﬁeign
borrowing aﬁoragea 22 percent of gross doneétié investnent (GDI) during the
period 1964;to'1968; During the following four year period (1969-1971)
tho averagc won 3C porcent of GDI.
© Although notional savings has been financing the bulk of GDI, thls
noatly represented undiﬂtribuﬁed corporate pxofits aﬁd depreciation allowances
Vof'the corpqratérsactor which is subotontlally foreign owned and controllaed,
However, fron 1966 thisrbdtcgory-has‘beon contributing less and less to tho
financing of-GDI. On the other hand, forcign borrowing has increased
roaching ite higheat pufccntgbe contribution to GDI (62percent) in 1976,
The Jomaican governnent secured,botweeﬁ 1962 and 1971 about US$125.5'A
”ﬁillion in foreipn diréc% loong. VMbst of the loans were soft long~tern loans
(with intercat rote opprox, 3%) fron USLID, CIDA and IDB to be used for
infraatrucfural developnont and feasibility studies. About onc-third of the
loons ﬁero Us aﬁd‘UK nediun torn rarket loons with interes? ratos between
f and 8 percent-per aﬁnum.r Fron the point of wviow of debtusarvicing tha
torne of. the loans wore not upfavouroble - over 80 percent of the loans had
uaturitv of over 15 yoors (see Table 5).
Goverquent-guar onteed loang during the 19(2 71 perlo& wore subatnrtlal
~ US$188,6n, - considering that state participation in the ecomony wos ninimal,

,Mbstnof these loans wore nediun-torn and guarontecd noinly fo ntilities and
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hoﬁels-in the pﬁivaﬁe sectbr ag well as promotional agencies in the public
pector, -They were also from inétitutions such as IBRD,'CIDA, IDB, 0DC and
Eximbank whoge lending patiern veinforced the infrastructural role of the state
and ‘the éxportnoriéﬁtation bf the countrey. -
The xole of foreign capital in-ﬁhe Jamaioaﬁ economy hag been largely
determined by gdvernment policy, Tﬁat policy was based on the objéctive role
of the Jamican state whiCEJWas to ereate a clags of national capitalists via
industrialisatibn with foreign private investment. The policies of interna-
tional lénding instifuti;nsrthemselvea'as weli ag the economic philosophy of
m&jor Western 'aidiﬁonbrs' served to reinforce that role, |
Govérnmenﬁ?s=policy résﬁltedrin'the creation of the type of economy
- which could no{ expeirience self-~sugtained growth - enclave activities with

54

the ﬁbsenqe_bf 1inkageslwith the domegtic sector. Thug, real growth was
sybradic and the proﬁlems of unemployment and ﬁnequal'income digteibution
remained unsgolved in ﬁhe early seventiés.

When'the'Manleyrxégime éssumed office in 1972 foreign capital inflows
had already started to level off, VInrfact at the end of 1972 capitalrinflows
(net) were less than half J-:hei:c; value in 1971, though this could be attributed
to the uncertainty'aésociated ‘with a néﬁ reéime coming to power. The
situaﬁion improved significénkly between 1972 and 1974, yet the average over
the period was)not much greater than that between 1907 and 1971 (see Table 2).
Private capifal infiéws_had decreased substantially from 92.3 percen%rof
total inflows in 1967-1971 to 66,9 pe¢cent dvring 1972-1974, and further to a
phenomenal low of 20.0 percent from 1975 to 1976, Official flows which had
‘ increased si@nificantlj in 1975 also declined between 1976 and 1977,

Duxring the period 1)72 to 1974, the PNP government advocated =elf.

-rellance while str9591ng ‘the danger of relylng on capital infiows esp601a11v
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thoge. related to specific conatruction projects in industries such as the
bauxite/élumina industry. The productive sector would be strengthened and
production increaéed while government would pursue development through
rincreased'national savings, However, sigaificant foreilgn borrowing - avérage
of 38 percent - continuéa to finance GDI during 1972 fo.1976glespecially
between 1974 and 1976 when net foﬁeign borrvowing contributed 49 percent to the
financing of GDI. | . | -

'Beﬁwéen 1972 énd 1974 government secured approximately Usi256,.,9 m, of
foreign direct losns. Over half or 57 perceﬁt of %this amount - US{l46%5m, -
reprezented medium_terﬁ loans to uged by government for the repaymént_of debta
aﬁong_other thinga. The remainder of the loans, iike those in the 196£2-1972
period were for infréstiuctural projects and came mainly from IBRD, IDB, CIDA
and USAID, While these had verj lowv interest rates ~ eg. 3% on USAID and CIDA
loang - the oversll debt burden was increased on account of the substantial |
amount of commerci#l'loans which had falxly high intefest rates. VThis is also
true of the government-guaranteed loans during this period. These loans
totalling approximatblj'US$296,6m, acﬁually-excéeded direct loans on account
of-greater_state participation in the economy, and were mainly commercial
loans with high inteiest ratesg. N | ‘

,Direct.lbana duripg ﬁhe i974~1976hperi0d were gomewhat greater'ﬁhaﬁ'
during the pregeding period - US§356.8m, - and reflected gove?nmenﬁ's pursnit
rbf a policy to diversify its aid relationghipé. Néw sources of loans were the
Venenuvelan Investment Fund (Infrastructure), the Kingdom of +the Netherlands '
(Commodity Purchases), the German Government (Fishing), CARICOM governments
(Budgetary Purposes) and the Peoplé:B Republic of China (Cotton Mill and
Commod ity Puréhases). VAid from some traditional sources was also'obtained,

notably USAID PL48O credits. . Government-guaranieed loans during this period
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were US§L30.,9m. or only about half of what they were in the 1972~1974 period,
Again, most of thesg were commercial loans with fairly high interest rates.

WEat we'can gay is_that during the poat 1972 period, especially after
1974, official capital inflows reflected government'!s domestic policy of
purguing develqpment through increased staﬁe partioipation and ownérship in
the economny and its foreign poliocy of closer cooperation with socialist and
Third World countries, The heavy reliance on commercial loans points to
governﬁenmt'suneed for untied funds ag well as its inahility to secure
_adeguate long-term loans to carry out ite economic programmes, Traditional
Western funds were usually tied to specific infrastructﬁral projects and
purchages in theedonoi countries, Divérsific tion of the source of foreign
capit#l inflows wag even more marked in the-post,l976.period although, because
~of the economic crigis which worsened thereafter, loans weré mainly for
commodity purchages rather than for capital development.

The cause of the serious ecqnomic erisis which developed in 1976 hasg
been abtiributed to 'a reduction in capital inflows and unrequited tranafers!
during 1976.55 While this is undoubtedly +rue it should be seen more as an |
immediate rather than ultimate causge- of the crisis.-'During ‘the 197441976
period gbvernment had difficulty in secuxing adequate loan finance for its
capital budget. A major problem was government'!s dinability to drawdown
committed inst;tutional loan funds. PFor example, in 1974 government was able
to drawdown only @9‘5m. of the $22.7m. budgeted, In 1975, it drew down under
416m, instead of the $40,7m. budgeted.56 The cause-of fhis\problem was .given
ag bureaucratic delays @mong other things. S0 that governmentl!s shortfall in
foreign capital.inflowa waa due to a significant~proportion of undisbursed |
débtg mainly bilateral andrmulteral loang, At the end of 1979, for example,

while 29 percent of the total external public debt was undisbursed, just over
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_'50 percent of multilgtgrél loang and just under-SO pércent of bilateral loans
—'iéﬁained undisbursédo

| While we do-not at present'havé,data on disbursed and undisbursed
debt for years othér %haﬁ 1979, i% seemé clear thaf foreign private capital
inilows_'dxied uﬁ' in 1976 as evidencedrby théirinet outward flow on the
capital side ofrthe‘balanoe of-paymeﬁts. The cause of thig would meem to be
the government's !'Cuba! policy and its democratig socialist ideology which
sparked cooperation hetwéen local and foreign oaﬁitalists in defence of what
theyrperceivedras a° threat to théir vital interests. This aspect, howe#er,
neads to be fubther ekploxe&.

wQ can however say fhat'the private sector!?s pérception'of-hostility
by %he-govérnment-waa-ao real that it led the gqvernment to deny any sudh
h“stiiity during the preéentaﬁion'of the Budget Speech in 19767 The Minister
of Finance listed gome of the assistance the governmeﬁt had given the private
gector since 1973, The JDB had provided ﬁicm. in advances %o industry; §5m.
was provided to-aSSist hoﬁels; and an Export Cre&it_Faéility and BExport Credit
Guarantee Scheme weﬁe made availlable from 1974 to d;sist the private sector's-
export drive, Furthér evidence con be seen from the significant increase in
governﬁent subsidiés:froﬁ,1972. JAmong the major necipiegts were the digtribu-
ticn,'trénsport, manufacture and agriéulturai sectors, In fact govermmentlie
incre#sing expendifure on'suﬁsidiesg wages and-employmant croatlon coupled ﬁith
stable revenuezreceipts has led to dependence on foreign borrowing cnd domestic
money oreatlon fbf finoncing central government operations (sée Table )
| The PMP government of ‘the @ost 1972 period perceived that restructuring

the Jamaican economy was necessary if increaaing employment and coxrecting |
income imbalances in the aociety were o be achieved., Economic devélopment

therefore meant transforming the economic siructure as well as the econonmic
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féiationship betﬁgeﬁ Jamaica and the outside world; However, increasing~thé
~state's economic role and pursuing a ?p?bgressive' fareign policy are neceasary
~but not sufficient conditioné for building a sociélist gsociety. The govern-
ment‘arreiinnpe on thege as well as on 30qiali§t rhetoric and a cépiﬁalist
economic structure for achie&ing.,its objectives were impractioai. ,Hence,
redistriﬁﬁtion st effected mainly through fiécal meagures and foreign
bo&rowing while private intér@sts'mobilised theixr reéources 1o efféctively

limit governméhts's'initiaVes, - | ‘

| While we do nét heve date on direct invesbtment) it would seem fiom the

overall figures on”ﬁef capital inflows and the facf that there was no signifi-
ootk capifal expansiéﬁ in the bauxite/alumina indﬁstry that foreign private
investment hardly increased\be%ween 1972 and 1976. Mbvéover, with_the exception
of 1975,'private diregt investment flows from the TS ~ which ié o major DAC
donor -~ %o developingrcountries_hévé been declining during the 1970's. IFost
lof'the inflowai tﬁen*represented foreign'borrdwing, and gpecifically govern-
ment.bbrrowing.Becaﬁsa the terms of loan finance had hardened during the 19?0'3
investment income paymentsincreaéed gignificantly from 1973. VWhile the out-
tlow of di?écﬁ investment'income.reﬁained nore or‘leés cbnstantfbetWeen,19T3
aﬁd 1976 Eha ogtflbw of ‘central gdvernmenf interest almost doubled between -
1972 and 1973 - JélZ.BmQ‘to JE21, 4m, - and increasing significantly thereaftera
Thié-situaﬁion gotqprogremsively worae because expansion financed by foreign

capltal waa %aking'piace in the non-productive sectors of the €Conomy -
distribution and sérvic_es..i |

Poreign capital inflows -~ egpecially official flows|- were theﬁefore

unabie to perform %hé fﬁnctibn itrshould have ﬁerformed during the 1972-1976
} period;_namely to:allow the government the roém to manoeuvre it needed while

effecting structgial transformation.5( Government's economic and political
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action did not mﬁﬁch the poliocy itradvocaté&; performance fell short of rhetoric.
'Thé bapic cauéé 6f_the problem vag politicalo 'As-Le#itt observed, "there can
be nd sebu;e redisfribuﬁioﬁ of income: in an open and highly &épendent capitalist
economy without a change in the internal balance of_social power',BB To
explain why the governmenﬁrdid notrand coul&.not alter thé balance of economic
power at. the domeétié 1evél,requires analysis of the plass ohéracter of the
Jamaicaﬁ sta£e and the distribution,of:eéonomic pdﬁer in the soclety. Uanforin-
nately this p@per‘ rrra L banno# address itself to these guegtions at the
pregenﬁ time., | |

- In thié Sectionfwe ielied on'd#fd regarding,cgpital flows frpm the
Balance of Payments as well as from wnpublished material, Unfortunately, we
have %een ﬁnablé to‘obtain data on ‘the sectorai,distribution of capital inflows.
We thereforerueed'the ne’t figwfes on capital . inflows form the capital account
of the-balanca of péymenfsv' Informatibn on direct investment by private
capital was unévailablé ﬁhéréas dafa from the investment income account ﬁan
only be {reated as crude estimates., Our data on official loang secured since

1962 are providiounal,

VI. CONCLUSION

This papex attémﬁ%eﬁ to examine the rélationship'bétween official
policy ~ domestie and foreign policy -~ and the_reliance‘on'féreignroapital
for pursuing ecohpmic deVeippment. . The focus hasg been - greater on bfficial
-polioy.father than on_cépital‘flows'because we believe that it is the,former
which lérgéi& determines,the éble of foreign capital inflows and thg direction
+that deﬁeldpment ﬁill,take,  Efrthér,-{he ecénomic literature abounds with
'énalyses Bf the,relaﬁiQnship bétween éapital flows and economic development,

We tried to show how the role of foreign private investment and the
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strﬁcture of the Jamaican economy wéré determined by governﬁent’s policy on
gcononic . growth aﬁd'development during the 1960's. The nature of foreign
caﬁital inflows also reinforced government's policy on foreign investment.
Domegtic oapiﬁairwaé percelved to ﬁe inadequate. Whilé‘this is debatablg59,
.the perception was-nevértheléss real and official actidn resultéd in foreign-
dominated eﬁclave type-aofivities whicﬁ-have constrained the growth and
development of the Jamaican economys, | | |

During the 1970's governmeﬁtis perception of economic growth and deve-
lopment changed on éccoun% of a failure of previdus 'induétrialisaﬁion’ rolicies
énd due'ta the influence of radical ideologies which had gained prominence in
‘the-Third‘Worldrand which vere becoﬁiﬁg increaéingly significant at the
donmestic level, Al%hough';the government correctly diagnosed the problem of
underdévelopmehf,and advocated various measureg to deél with it economiq
traﬁsformation had harélj‘starﬁed. Government_polioy'éhqwed ambivalence
regarding the.role_of Torelign capitairand also local private capital in the
transfoimation pro¢ess.

.The'govérnﬁentfs political weaknegs was evidenced in the struggle to
shift the balance of power from capital to laboﬁr; Government?s policies were
~ centred on.fiscal measures +to incréase employment and redistribute benefits
without <the accompanying‘réstruqturing bf the econoﬁy,to gustain grdwtﬁ vhile
effecting equitable distribution, |

Because the'PNP!s 'socialist! ideology wvas reformigt an&?iivolutionary ,
one wonld have expected that foreign capital (and also local capital) would“ |
Qoﬁtinue torpiay a similer role to that of the 1966's, However, the Govern-
ment!s progressive foreign policy coﬁpled with its iﬁCreasad-socialist rhetoric
during 1974 to 197675erved to constrain even the traditional role of foreign

and local capital while no viable alternative had been embarked upon, The
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'econdmic situatiqh therefofe prograggively worsenad.,_ﬁlthough_the governnent
wag éble to mobilise domestic agriculturgl*pro&uctioﬁ during the sevenlies
after receiving d 'chiﬁiis% ﬁanﬂate’ in the_%976 elections, fomeign. capital
and_lodél private 6apitai;had already been alienated.

We can finally sdy that while ¥the course of eoononmic development_in
‘the 1960's was charted to a large exténﬁ by effective gtate policyg‘the |
econonic and sociai transformation envimaged in the seventies ﬂi& ot ,

materialise because. of the absence of effsctive state policies.
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Table 1

- MAIN ECUNDH;EVINDIBHTURS, 1972-1978, J¢fn,

. Curzrent Account Balance

Net Capital (ovements

Change in feserves
(increasa)

Not Foreign Reserves
at snd of Year

(Percontage) Rate of
Growth of GDP at
Constant Pricuos

1977 1978

1972 4973 . 1974 1975 1976

”117:5 "164.3 “151 08 ““25700 "'275.

59.8  124.7 221.1 189,89 41,5
T 43,6 27:7 - 54,1 73.6  238.2

-~ 76,1 130.2 56,7 =181.4

10,0 . 041 = 0.7 = 2.6 = B.3

2_ - 31-4 - Sgoﬁ

14.6 ~ 70.5

~196.0 ~447,0

20'0 - 1_0?

Source:s Balance of Payments, Bank of Jamaics, Statlsﬁlcal Dlgest Bank of
Jamaica Cconamlc qurvey, National Planning Agency.

Table 2°

NET CAPITAL INFLOWS (AVERAGES) I%n.

19671871 1972-1974 - 1975=1976

19721976
Total Inflows 19641 . 135.8 15,7 129 .4
Privete 107.2 80,9 T 23,2 63,8
Official 8.9 L Ak,9 92,5 65.6
Private as % of Total . 92.3 66.9 ~20.0 4903

Source: Balance of Payments Summary, Bank of Jamaica.
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Table 3

FINANCING CENTRAL GOVERNMENT OPERATIONS , I$Mn . *

1973 1874 1978 1976 1977 1978
Total Revenue 347 1 E17.5 6407 606.7 652.2  1037.3
Total Expendituro 443,19 704.6  933.7  1130.8  1165.4  1594,1
Overall Doficit : — 95,4 . =1B87.1 «2053.0 =524,1 =613,2 ~556.8
Foreign Financing (Net) = 53,9 55,2 99. 4 83,2 2141 269.9
Domestic Financing {Net) 4145 131,9 193.6 440,9 492,19 28G.9
% Foreign Financing 56,5 29,5 33.8  15.8 %4 4B .4
Spurce: HFinistry of Finance
*Figures arec for the financial year,
Table 4
DIRECT LOANS BY TYPE OF LOAN*

Type of Loan 1862-1971. 1972=1974 1975=1976 19771979

Us$in. % Us$iin. % usétine % Us§fin., %
Bilateral 39.9 32.8 11.6 4,5 186.3 52,3  388.3  47.8

o -] 3% )

Fultilateral 4144 34,0 %1iﬁ‘§ PR ﬁa;éi 9.5 16B.5 2047
Commorcial 4002 33,1 171.2 66.6 136.6 38,2  254,3 31,3
A1l Loans 121.5 100.0 256.9 100.0 356.8 . 00,0  B811.1 100.0

#These figurcs arc provisional.

 Source: Compiled from Unpublished Data, Banic of Jamaica.
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BILATERAL LOANS BY SOURCE*

, o 4 q
Sourcg 1962~1971 1972-1974 19751976 187 —1§Z§f

Unitod Kingdom 3.5 - - 13.2

United Statos 21.6 5.2 13.1 48.3

Canada 14.8 G4 40.0 8.2

Caricom - C e - 63.9 12.6
Vonozuala - - 16.06 25.1

Notherlands - - 41.6 214.8

Gormany - - - 2.0 -

Chinao - - 9,1 ] 7 el

gpPEC o ) - 0.0

Irag - b - 168.1

Othoer - - - 6.0

ALl Sources 39,0 11.6 186.3 388,13

Percontages do not add up to 100 becouso of nnunding}’

*Ppovisional

Smurcéa Same as for Table 4,

Tablo 6
FIATURITY STRUCTURE OF DIRECT LOANS*
Aaturity 1962::1974, 1972-1974 1975-1976 1977:-1979
, Us§fn. % usdiin, % us$mn, % Us§fn. %

1 =~ 4 yoars - - 26.2° . 7.3 72.8 8.9
5 - Y yoars - 151.2  58.8 178,17 4949 174.6  2%1.5
10 - 14 years 26,0 21.4 o7 B.4 Ted - 2.0 61.6 76
15+ yoans 85.5 78.6 84.0 32.7 1451 © 40.6 492,17  60.6
Total 121.5 250.,9 100,.0 100.0 811.1 100.06

100.0

3b6,8

Porcentagus do not add up to 100 because of rounding.

#Provigsional

dourco:

Same as for Tablo 4.
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